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unrelated families, businesses, and tax-ex-
empt organizations. Several of the busi-
nesses and tax-exempt organizations make 
lobbying expenditures within the meaning of 
section 4911. P’s provision of its goods and 
services to these entities is not covered by 
this paragraph (c)(3) (and thus does not give 
rise to a lobbying expenditure by P under 
paragraph (c)(3)(ii)).

(E) Determination of amount of transfer 
governed by paragraph (c)(3). Where an 
electing public charity receives noth-
ing of value in return for its transfer, 
the amount of the transfer governed by 
this paragraph (c)(3) is the greater of 
the fair market value or the cost of the 
goods or services transferred to the 
noncharity. Where the noncharity 
transfers something of value to the 
electing public charity in return for 
the charity’s transfer, but that pay-
ment is less than the fair market value 
of the charity’s transfer to the non-
charity, the amount of the transfer 
governed by this paragraph (c)(3) is the 
excess of: first, the greater of the fair 
market value or cost of the goods or 
services transferred to the noncharity 
over, second, the value of the amount 
transferred to the charity. For exam-
ple, if an electing public charity trans-
fers $10,000 of goods and services to a 
noncharity that makes lobbying ex-
penditures in return for payment by 
the noncharity of $2,000, the amount of 
the transfer governed by this para-
graph (c)(3) is $8,000. 

(ii) Rules governing transfers to which 
paragraph (c)(3) applies. A transfer to 
which this paragraph (c)(3) applies is 
treated in whole or in part as a grass 
roots and/or direct lobbying expendi-
ture by the transferor in accordance 
with paragraphs (c)(3)(ii) (A), (B) and 
(C) of this section. In applying those 
paragraphs, the expenditures of the 
transferee will be determined as if the 
regulations under section 4911 applied 
to the transferee. This paragraph (c)(3) 
discusses only when certain transfers 
are lobbying expenditures by the trans-
feror. This paragraph does not address 
other issues that may arise when an 
electing public charity makes a non-
controlled grant to a noncharity. Noth-
ing in this paragraph (c)(3) shall be 
used to interpret issues relating to 
noncontrolled grants by charities to 
noncharities, such as whether the non-
controlled grant is consistent with the 

continued tax-exempt status of the 
electing public charity. 

(A) Transfers treated as grass roots ex-
penditures. The transfer is treated as a 
grass roots expenditure to the extent of 
the lesser of two amounts: The amount 
of the transfer and the amount of the 
transferee’s grass roots expenditures. 

(B) Transfers treated as direct lobbying 
expenditures. If the transfer is greater 
than the transferee’s grass roots ex-
penditures, the excess is treated as a 
direct lobbying expenditure, but only 
to the extent of the transferee’s direct 
lobbying expenditures. (If, however, the 
transfer is less than the transferee’s 
grass roots expenditures, none of the 
transfer is a direct lobbying expendi-
ture.) 

(C) Transfers treated as nonlobbying. If 
the transfer is greater than the sum of 
the transferee’s grass roots and direct 
lobbying expenditures, the excess of 
the transfer over those lobbying ex-
penses is not a lobbying expenditure. 

(iii) Example. The following example 
illustrates the application of this para-
graph (c)(3):

Example. Organization C, an electing public 
charity, shares employee E with N, a non-
charity that makes lobbying expenditures. 
N’s grass roots expenditures are $5,000 and its 
direct lobbying expenditures are $25,000. 
Each organization pays one-half of the 
$100,000 in direct and overhead costs associ-
ated with E. E devotes one-quarter of his 
time to C and three-quarters of his time to 
N. In substance, this arrangement is a trans-
fer (for less than fair market value) from C 
to N in the amount of $25,000 (one-quarter of 
the $100,000 of direct and overhead costs asso-
ciated with E’s work). Accordingly, C is 
treated as having made a $5,000 grass roots 
expenditure (the lesser of N’s grass roots ex-
penditures ($5,000) or the amount of the 
transfer ($25,000)). C is also treated as having 
made a $20,000 direct lobbying expenditure 
(the lesser of N’s direct lobbying expendi-
tures ($25,000) or the remaining amount of 
the transfer ($20,000)).

§ 56.4911–4 Exempt purpose expendi-
tures. 

(a) Application. This section provides 
rules under section 4911(e) for deter-
mining an electing public charity’s 
‘‘exempt purpose expenditures’’ for a 
taxable year for purposes of section 
4911(c)(2) and § 56.4911–1(c)(2). Those two 
sections generally define an electing 
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public charity’s lobbying limit (lob-
bying nontaxable amount) as a sliding 
scale percentage of the organization’s 
exempt purpose expenditures. In deter-
mining an electing public charity’s ex-
empt purpose expenditures, no expendi-
ture shall be counted twice by an orga-
nization. 

(b) Included expenditures. Amounts 
paid or incurred by an organization 
that are exempt purpose expenditures 
include— 

(1) Amounts paid or incurred to ac-
complish a purpose enumerated in sec-
tion 170(c)(2)(B), including (but not 
limited to) the amount of any transfer 
made by the organization (other than a 
transfer described in paragraph (e) of 
this section) to another organization to 
accomplish the transferor’s exempt 
purposes, and including amounts ex-
pended by an organization out of trans-
fers (other than a transfer described in 
paragraph (e) of this section) for which 
the organization is the transferee, 

(2) Amounts paid or incurred as cur-
rent or deferred compensation for an 
employee’s services for a purpose enu-
merated in section 170(c)(2)(B), 

(3) The allocable portion of adminis-
trative overhead, and other general ex-
penditures attributable to the accom-
plishment of a purpose enumerated in 
section 170(c)(2)(B), 

(4) Lobbying expenditures (as defined 
in § 56.4911–2(a)) whether or not for a 
purpose enumerated in section 
170(c)(2)(B), 

(5) Amounts paid or incurred for ac-
tivities described in § 56.4911–2(c), 

(6) Amounts paid or incurred for ac-
tivities described in § 56.4811–5 that are 
not lobbying expenditures, 

(7) A reasonable allowance for ex-
haustion, wear and tear, obsolescence 
or amortization, of assets to the extent 
used for one or more of the purposes 
described in paragraphs (b)(1) through 
(6) of this section, computed on a 
straight-line basis (for this purpose, an 
allowance for depreciation will be 
treated as reasonable if based on a use-
ful life that would satisfy section 
321(k)(3)(A) as in effect on January 1, 
1985), and 

(8) Fundraising expenditures (but see 
section 4911(e)(1)(C) and paragraphs 
(c)(3) and (4) of this section.) 

(c) Excluded expenditures. Notwith-
standing paragraph (b) of this section, 
exempt purpose expenditures do not in-
clude— 

(1) Amounts paid or incurred that are 
neither expenditures to accomplish a 
purpose enumerated in section 
170(c)(2)(B), lobbying expenditures (as 
defined in § 56.4911–2(a)), nor expendi-
tures described in paragraph (b)(5), (6) 
or (8) of this section, 

(2) The amounts of any transfer de-
scribed in paragraph (e) of this section, 

(3) Amounts paid to or incurred for a 
separate fundraising unit (as defined in 
paragraph (f)(2) of this section) of an 
organization or of an affiliated organi-
zation (see § 56.4911–7(a)), 

(4) Amounts paid to or incurred for 
any person not an employee, or any or-
ganization not an affiliated organiza-
tion, if paid or incurred primarily for 
fundraising, but only if such person or 
organization engages in fundraising, 
fundraising counselling or the provi-
sion of similar advice or services, 

(5) Amounts paid or incurred that are 
properly chargeable to a capital ac-
count, determined in accordance with 
the principles that apply under section 
263 or, as applicable, section 263A, with 
respect to an unrelated trade or busi-
ness, 

(6) Amounts paid or incurred for a 
tax that is not imposed in connection 
with the organization’s efforts to ac-
complish a purpose described in section 
170(c)(2)(B), such as taxes imposed 
under sections 511(a)(1) and 4911(a), and 

(7) Amounts paid or incurred for the 
production of income. For purposes of 
this section, amounts are paid or in-
curred for the production of income if 
they are paid or incurred for a purpose 
or activity that is not substantially re-
lated (aside from the need of the orga-
nization for income or funds or the use 
it makes of the profits derived) to the 
exercise or performance by the organi-
zation of its charitable, educational or 
other purpose or function constituting 
the basis for its exemption under sec-
tion 501. For example, the costs of 
managing an endowment are amounts 
that are paid or incurred for the pro-
duction of income and are thus not ex-
empt purpose expenditures. Fund-
raising expenditures are not, for pur-
poses of this section, amounts that are 
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paid or incurred for the production of 
income. Instead, the determination of 
whether fundraising costs are exempt 
purpose expenditures must be made 
with reference to section 4911(e)(1)(C) 
and paragraphs (b)(8), (c)(3) and (c)(4) of 
this section. 

(d) Certain transfers treated as exempt 
purpose expenditures—(1) An organiza-
tion’s transfer will be treated as an ex-
empt purpose expenditure under para-
graph (b)(1) of this section if it is— 

(i) Described in either paragraph 
(d)(2) or (d)(3) of this section, and 

(ii) Not described in paragraph (e) of 
this section. 

(2) A transfer is described in this 
paragraph (d)(2) if it is made to an or-
ganization described in section 501(c)(3) 
in furtherance of the transferor’s ex-
empt purposes and is not earmarked 
for any purpose other than a purpose 
described in section 170(c)(2)(B). Thus, 
a payment of dues by a local or state 
organization to, respectively, a state or 
national organization that is described 
in section 501(c)(3) is considered an ex-
empt purpose expenditure of the trans-
feror to the extent it is not otherwise 
earmarked. 

(3) A transfer is described in this 
paragraph (d)(3) if it is a controlled 
grant (as defined in paragraph (f)(3) of 
this section), but only to the extent of 
the amounts that are paid or incurred 
by the transferee that would be exempt 
purpose expenditures if paid or in-
curred by the transferor. 

(e) Transfers not exempt purpose ex-
penditures—(1) An organization’s 
transfer is described in this paragraph 
(e) if it is described in one of para-
graphs (e)(2) through (e)(4). 

(2) A transfer is described in this 
paragraph (e)(2) if it is made to a mem-
ber of any affiliated group (as defined 
in § 56.4911–7(e)) of which the transferor 
is a member. 

(3) A transfer is described in this 
paragraph (e)(3) if the Commissioner 
determines that the transfer artifi-
cially inflates the amount of the trans-
feror’s or transferee’s exempt purpose 
expenditures. In general, the Commis-
sioner will make that determination if 
a substantial purpose of a transfer is to 
inflate those exempt purpose expendi-
tures. A transfer described in this para-
graph will not be considered an exempt 

purpose expenditure of the transferor, 
but will be an exempt purpose expendi-
ture of the transferee to the extent 
that the transferee expends the trans-
fer in the active conduct of its chari-
table activities or attempts to influ-
ence legislation. Standards similar to 
those found in § 53.4942(b)–1(b) may be 
applied in determining whether the 
transferee has expended amounts in the 
‘‘active conduct’’ of its charitable ac-
tivities or attempts to influence legis-
lation. 

(4) A transfer is described in this 
paragraph (e)(4) if it is not a controlled 
grant and is made to an organization 
not described in section 501(c)(3) that 
does not attempt to influence legisla-
tion. 

(f) Definitions—(1) For purposes of 
paragraph (c) of this section, ‘‘fund-
raising’’ includes— 

(i) Soliciting dues or contributions 
from members of the organization, 
from persons whose dues are in arrears, 
or from the general public, 

(ii) Soliciting grants from businesses 
or other organizations, including orga-
nizations described in section 501(c)(3), 
or 

(iii) Soliciting grants from a govern-
mental unit referred to in section 
170(c)(1), or any agency or instrumen-
tality thereof. 

(2) For purposes of paragraph (c) of 
this section, a separate fundraising 
unit of any organization must consist 
of either two or more individuals a ma-
jority of whose time is spent on fund-
raising for the organization, or any 
separate accounting unit of the organi-
zation that is devoted to fundraising. 
For purposes of paragraph (c) of this 
section, amounts paid to or incurred 
for a separate fundraising unit include 
all amounts incurred for the creation, 
production, copying, and distribution 
of the fundraising portion of a separate 
fundraising unit’s communication. (For 
example, an electing public charity 
that has a separate fundraising unit 
may not count the cost of postage for a 
separate fundraising unit’s commu-
nication as an exempt purpose expendi-
ture even though, under the electing 
public charity’s accounting system, 
that cost is attributable to the mail-
room rather than to the separate fund-
raising unit.) 
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(3) For purposes of this section, a 
‘‘controlled grant’’ is a grant made by 
an eligible organization described in 
§ 1.501(h)–2(b) to an organization not de-
scribed in section 501(c)(3) that meets 
the following requirements: 

(i) The donor limits the grant to a 
specific project of the recipient that is 
in furtherance of the donor’s (nonlob-
bying) exempt purposes; and 

(ii) The donor maintains records to 
establish that the grant is used in fur-
therance of the donor’s (nonlobbying) 
exempt purposes. 

(4) A transfer, including a grant or 
payment of dues, is ‘‘earmarked’’ for a 
specific purpose— 

(i) To the extent that the transferor 
directs the transferee to add the 
amount transferred to a fund estab-
lished to accomplish the purpose, or 

(ii) To the extent of the amount 
transferred or, if less, the amount 
agreed upon to the expended to accom-
plish the purpose, if there exists an 
agreement, oral or written, whereby 
the transferor may cause the trans-
feree to expend amounts to accomplish 
the purpose or whereby the transferee 
agrees to expend an amount to accom-
plish the purpose. 

(g) Example. The provisions of this 
section are illustrated by the following 
example:

Example. Organization X is an exempt orga-
nization described in section 501(c)(3) that is 
organized for the purpose of rehabilitating 
alcoholics. X elected to be subject to the pro-
visions of section 501(h) in 1981. For 1981, X 
had the following expenditures that are in-
cluded in its exempt purpose expenditures to 
the extent indicated.

Description Total (dollars) Includible (dol-
lars) 

Cost of real estate purchased for use as half-way house for alcoholics, attributable to the fol-
lowing: 

Land ....................................................................................................................................... 30,000 ........................
Building ................................................................................................................................... 200,000 ........................
Depreciation 40-year useful life ............................................................................................. ........................ 5,000

Expenses of operating its half-way house .................................................................................... 170,000 170,000
Administrative expenses of the organization allocated to the operation of its half-way house ... 95,000 95,000
Depreciation and allowances for equipment ................................................................................. 10,000 10,000
Expenses related to attempts to influence legislation (lobbying expenditures) ............................ 40,000 40,000
Amounts paid to Z by the Organization for fundraising ................................................................ 35,000 ........................

Total .................................................................................................................................... 580,000 320,000

NOTE: For 1981, X’s exempt purpose expend-
itures total $320,000. The $35,000 paid by X to 
Z for fundraising is not included in the ex-
empt purpose expenditures total. All lob-
bying expenses are included in full. Only de-
preciation computed on a straight-line basis 
is included in exempt purpose expenditures.

§ 56.4911–5 Communications with 
members. 

(a) In general. For purposes of section 
4911, expenditures for certain commu-
nications between an organization and 
its members (‘‘membership commu-
nications’’) are treated more leniently 
than are communications to nonmem-
bers. This § 56.4911–5 contains rules 
about the more lenient treatment. In 
certain cases, this section provides 
that expenditures for a membership 
communication are not lobbying ex-
penditures even though those expendi-
tures would be lobbying expenditures if 

the communication were to nonmem-
bers. In other cases, this section pro-
vides that expenditures for a member-
ship communication are direct lob-
bying expenditures even though those 
expenditures would be grass roots ex-
penditures if the communication were 
to nonmembers. Paragraphs (b), (c) and 
(d) of this section set forth the more le-
nient rules that apply for communica-
tions that are directed only to mem-
bers. Paragraph (e) of this section sets 
forth the more lenient rules that apply 
for communications that are directed 
primarily, but not solely, to members. 
Paragraph (f) of this section sets forth 
certain definitions and special rules. 

(b) Communications (directed only to 
members) that are not lobbying commu-
nications. Expenditures for a commu-
nication that refers to, and reflects a 
view on, specific legislation are not 
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